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Mr. Chairman and Members: 

I am pleased to be with you today to discuss the role 
of the Office of Management and Budget. I propose to dis- 
cuss, first, our general role and then focus specifically 


on our relations with the Intellicence Community. 


OMB's general role is comprised of three major func- 


tions: 


° First, we oversee and manage the preparation 


of the Federal budget. 


° Second, we work with the agencies to improve the 


operations of the Executive Branch. 


° Finally, we coordinate legislative proposals 
offered by the Administration and the develop- 
ment of Executive Branch views on legislation 


pending before the Committees of the Congress. 
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OMB Budget Role 
There are four major phases in the budget process: 
(1) Executive formulation. 
(2) Congressional enactment. 
(3) Budget execution. 


(4) Post audit. 


OMB's principal role in the budget process is assist- 
ing in executive formulation (step 1 above) and budget 


execution (step 3 above). 


Congressional enactment is, of course, the responsi- 
bility of the Legislative Branch, although I testify as 
appropriate. The post audit phase is handled by the 
General Accounting Office as well as internal audit 
groups within the various Government departments and 
agencies. 
pageatation and Execution of the Federal 
Budget oe 

The President's transmittal of his budget proposals 
to the Congress in January or February each year climaxes 
many months of planning and analysis throughcut the 


Executive Branch. 
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Preliminary Steps 


OMB staff, in cooperation with staff of the Treasury 
Department and the Council of Economic Advisers, keep 
under continuous review the relationships between Gov- 
ernment finances and the economy wenerally. This review 
inciudes study of recent conditions, as well as the future 
outlook. Consideration is given to tentative assumptions 
on the economic environment, projections of revenue ex- 
pected under these assumptions, and the aggregate range 


of Government spending levels. 


In the late spring, the Office of Management and 
Budget conducts the Spring Planning Review. Staff pre- 
pares estimates indicating a probable range of spending 
for each of the major programs and agencies for the forth- 
coming budget. In preparing estimates we dtaw upon our 
knowledge of agency programs, agency estimates for 
particular programs, program evaluation materials and 
informal discussions with responsible agency budget and 
planning personnel. We also develop information to re- 


late program objectives to resources requirements. 


Paul O'Neill and I then review the fiscal and 
economic situation, the spending outlook, and the in- 


dividual program, budget, and management issues posed 
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in the agency presentations. I then discuss our findings 
with the President, and seek his decisions on planning 
guidance for each agency and department so that they may 
reshape their plans and prepare their budgets accordingly. 
In fact, only a few days ago the planning guidance ietters 
for the FY 1977 budget were sent out. 

Compilation and Submission of Agency Budget 

Estimates 

During the next several months agencies revise their 
program plans in accordance with assigned planning ceilings 
and program guidance received, and decide upon the budget 
requests they wish to make for the upcoming budget. They 
compile schedules and supporting information in accord- 
ance with the instructions prescribed by the Office of 


Management and Budget (Circular No. A-11). 


Agency budget submissions are due in the Office of 
Management and Budget beginning in September. The sub- 
mission covers all accounts in which money is available 
for obligation or expenditure, whether or not any action 


by Congress is required. 


Review of agency estimates in the Office of 
Management and Budget 
When the estimates are received in the Office of 


Management and Budget, they are referred to the examiners 


Approved For Release 2006/11/22 : CIA-RDP82B00871R000100070002-3 


Approved For Release 2006/11/22 : CIA-RDP82B00871R000100070002-3 


assigned to the programs involved. All the knowledge the 
examiners possess about the agency -- whether based on 
long-run analyses, field investigations, special studies, 
or conferences held with agency officials -- is brought 

to bear on the estimates at this time. The examiners inust 
be thoroughly familiar with the President's budget policy 
and previous Congressional action, as well as with the 
programs of the agency and their relationship to activi- 


ties of other agencies. 


The examiners give considerable attention to the 
bases for the individual estimates: the volume of work on 
hand and forecast; the methods by which the agency proposes 
to accomplish its objectives; the costs of accomplishments ; 
and the estimates of requirements in terms of supplies, 
equipment, facilities, and numbers of people required. 
They review past performance, check the accuracy of 
factual information presented, and consider the future 
implications of the program. They identify program, budget 
and management issues of major importance to be raised for 
discussion with agency representatives at hearings. The 
hearings, held in October and November, may last only a 
few hours for a small agency, but often run into weeks 


for a large department. 
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After the hearings are completed, the examiners pre- 
pare their summary of the issues and their recommendations 
for my review. This so-called "Director's Review" provides 
an opportunity for me and my principal assistants to obtain 
an understanding of the agency's program and budget requests, 
an analysis of the significant issues involved, the rela- 
tionship of the agency requests to the planning ceiling 
set for the agency as a result of the Spring Planning Review, 


and recommendations as to budget allowances. 


Budget Decisions by the President 

Because of the scope and complexity of the budget, I 
and my principal assistants meet frequently with the Presi- 
dent to present major issues for his decision as portions 
of the Office of Management and Budget reviews are com- 
pleted during October, November and December. As soon as 
the President makes his decisions, OMB notifies each agency 
head of the amounts which will be recommended to Congress 
for his agency's programs for the ensuing fiscal year. 
After any appeals by the agency head to the President 
have been settled, OMB completes the final preparation 
and printing of the President's Budget for submission to 


Congress. 
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Budget Execution 


The Anti-Deficiency Act requires that the Director 
of the Office of Management and Budget apportion, with a 
few exceptions, appropriations and funds made available 
to the Executive Branch. This consists of dividing the 
total available funds into specific amounts available for 
portions of the fiscal year or for particular projects or 
seedy Tens, It is a violation of law (31 U.S.C. 665) for 
an agency to incur obligations or make expenditures in 


excess of the amounts apportioned. 


The objective of the apportionment system is to assure 
the effective and orderly use of available funds and to re- 
duce the need for supplemental appropriations. It is, of 
course, necessary to insure flexibility if circumstances 


change. 


Changes in laws or other factors may indicate the 
need for additional funds, and supplemental requests may 
have to be transmitted to the Congress. On the other hand, 
reserves may be established under the Antideficiency Act to 
provide for contingencies or to effect savings made possible 
by or through changes in requirements or greater efficiency 


of operations. Amounts may also be withheld for policy 
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or other reasons, but only under specific procedures es- 
tablished by the Congressional Budget and Impoundment 


Control Act. 


Progress on the budget program is reviewed through- 
out the fiscal year at succesSive levels, both in the 
agency and the Office of Management and Budget. Periodic 
reports on the status of apportionments are supplemented 
by more specialized reports which relate accomplishments 
to cost. Shifts in the agency budget plans are fre- 
quently required to meet changing conditions -- to 
finance unforeseen circumstances or to provide savings 
where the workload is less than was estimated or where 
increased efficiency permits accomplishment at less cost 


than was anticipated. 


Preparing the Intelligence Community Budget 


I have spent some time providing the general back- 
drop of OMB's process of preparing the President's Budget 


because the OMB role and process of preparing the in- 


telligence budget is essentially the same as that with 


respect to the budget of any other Executive Branch 
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department or agency. Let me cite a few examples of this, 


particularly as it relates to the 1976 budget process for 


intelligence. 


Li; 


The principal U. S. foreign intelligence activi- 
ties are examined by a single unit in OMB con- 
tained within OMB's National Security Division 
and reporting to OMB's Associate Director, 

Mr. Donald G. Ogilvie, who is responsible for 
national security and international affairs. 
Under Mr. Ogilvie, this unit, consisting of a 
branch chief and five professional examiners, 
reviews the budgets of the Central Intelligence 
Agency, the Defense Intelligence Agency, the 


National Security Agency, and those inteili- 


‘gence activities of the Army, Navy, and Aic 


-Force that bear most directly on U.S. inteili- 


gency capabilities. 


By way of a footnote, I should state that thev do not 


examine the domestic information-gathering of the FRI or 


other non-foreign intelligence-related activities. They 


also donot examine most of the military or force-rolated 


intelligence activities of the Military Departments that 


are intended for wartime support to military forces during 


operations. These activities are the responsibility of 


other branches of OMB. 
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2. The intelligence programs are examined in the 
same context and in the same time frame as are 
all other Executive Branch activities. The 
current and projected economic situation is 
considered; pertinent Presidential guidance 
on intelligence is taken into account; and 


the effectiveness of the programs is analyzed. 


3. During the 1976 budget formulation process, the 
Director and Deputy Director held in-depth 
sessions with the Associate Director and the 
staff on all these activities. Intelligence 
activities and programs were evaluated in June 
of last year, major policy and program issues 
were identified, and alternative Toheeeanee:. 
program plans were discussed. Guidance in the. 
form of a planning target for the Intelligence 
Community's budget submission was provided to 
the Director of Central Intelligence and the 
Secretary of Defense in July of last year. We 


follow the same basic procedure each year. 


4. After the budgets were submitted in October and 


reviewed by the OMB staff, the Director and Deputy 
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Director reviewed the total Intelligence Community 
budget in December. Then two meetings were held 
to review the issues with the President who made 


the final decisions. 


9. A final allowance letter was sent by the Director 
of OMB to the Director of Central Intelligence and 
the Secretary of Defense informing them of the 
funds included in the President's budget for the 
Intelligence Community. 


Differences in Budget Preparation with Respect to 


Intelligence 


The only differences between OMB's role in the prepara- 
tion of Intelligence Community budgets and those of other 
agencies result from the sensitive classification of the 
| Intelligence Community budgets and the fact that part of 
the imeeuid eens Community budget is subject to joint re- 
view by the OMB and the Secretary of Defense. 

Because most intelligence budget information is sensi- 
tive and classified, it is not specifically identified in 
the President's Budget. This is a legitimate area for re- 
view, but it cannot be clearer that: 

1. The Director of Central Intelligence, who by 


Statute is responsible for protecting intelligence 
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sources and methods, has determined that most 


of the budget information is classified, and 


2. The Congress has consistently supported the view 
this classification of intelligence budget in- 
formation iS appropriate, most recently ina 
Senate vote of June 1974, 

Mr. Colby can provide more detail on this matter. 

As a result of the classification of most intelli- 
gence budget information, OMB, both in its relationship 
with the intelligence agencies and in its relationship 
with the Congress, has taken measures to protect this 
information, while ensuring that the Congress has the 
requisite information so that it can perform its consti- 
tutional role in reviewing the budgets of the agencies and 
in authorizing and appropriating funds for these activities. 
For example, the Director of OMB has by long-standing 
practice sent letters to the Chairmen of the Appropria- 
tions Committees identifying the amount of funds the 
President is requesting for the Central Intelligence 
Agency. These Chairmen annually have responded in a 
classified letter to the Director of OMB indicating Con- 


gressSional action on this request. 
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I should emphasize that the classification of in- 
cel tizence budget information does not mean that Congress 
is uninformed about the cost, purposes, results, and ef- 
fectiveness of U.S. intelligence activities. The Director 
of Central Intelligence testifies annually on the Intelli- 
gence Community budget before both the special oversight 
subcommittees of the Armed Services and Appropriations 
Committees. The Assistant Secretary of Defense for in- 
telligence, the Director of the National Security Agency, 
the Director of the Defense Intelligence Agency, and repre- 
sentatives of the Army, Navy, and Air Force also testify 


on their budget requests for intelligence. 


The second difference in OMB's examination of in- 
tel igence activities in comparison to most other non- 
intelligence activities is related to the OMB joint review 
with the Department of Defense. For those intelligence 
activities of the Defense agencies -- Defense Intelligence 
Agency and National Security Agency -- and of the Military 
Departments, OMB participates in a joint review of the 
budget requests with the Office of the Secretary of 


Defense. 


Let me briefly describe this process. OMB is a formal 


participant in the joint budget review and plays an informal 
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role throughout the entire Defense program and budget cycle. 
An outline of the program and budget review calendar is as 


follows: 


January. The five year Defense plan is updated by the 
Defense Comptroller staff to reflect decisions made in 


the just completed budget review. 


February. The Secretary issues Planning and Program- 
ming Guidance, including fiscal levels, to the Services 
for preparation of the next five year plan. These 
planning levels have historically been higher than 
those identified in the President's Budget. While 

_ OMB has no formal role at this stage, there may be 
input from the OMB Director to the Secretary regarding 


appropriate fiscal levels. 


'March-May. Based on the Planning and Programming 
Guidance, each Service submits a Program Objectives 
Memorandum which proposes a five year force structure 


and resource plan. 


May-August. The Program Objectives Memoranda ape 
reviewed by the Office of the Secretary of Defense 
staff, principally the Program Analysis and Evaluation 
staff with inputs from other components of the Office 


of the Secretary of Defense. The culmination of the 
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reviews are Program Decision Memoranda issued by the 
Secretary to the Services which provide both pro- 
grammatic and fiscal modifications to the Program 
Objectives Memoranda. The focus of the May-August 
review is the whole five year period, and the emphasis 
is on forces, deployments and operating rates. In 
general, OMB monitors the process and may introduce 

or critique issues. OMB staff studies may be reviewed 
by Defense staff at this time and may form a basis 

for Program Objectives Memorandum issues as well as 
budget issues at this stage of the process. The 


historical OMB role has been to maintain an informal 


presence, reserving a formal role until later when the 


OMB Director and the President are personally involved. 


September. The Services prepare a budget submission 


based on Program Decision Memoranda guidance. 


October-December (The Joint Budget Review). The 

Services submit budgets for "joint" review by the 

Office of the Secretary of Defense and OMB staff. The 
joint review is unique to Defense, involving OMB staff 
working jointly with the DOD staff in reviewing the Service 
estimates for the Secretary. The function of the joint 


review is to (a) price out decisions reached during the 
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preceding Program Objectives Memorandum review; 

(b) allow the Secretary to reconsider decisions made 
in Program Objectives Memorandum cycle; (c) introduce 
new program issues. OMB program issues are formally 
introduced at this stage of the review process. The 
decisions made by the Secretary of Defense in the 


joint review form the final budget submission to OMB. 


This basic joint review procedure is adhered to with 
respect to Defense intelligence activities. It culminates, 


of course, in the final decisions by the President. 


Differences in Budget Execution with Respect to 


Intelligence 
There are also some differences in the budget execution 
phase that, while not unique to intelligence activities, I 


wish to call to your attention. 


First, it is normal practice for OMB to apportion funds 
based on the appropriation structure that is presented and 
approved by Congress. Since most intelligence activities 
are included in larger appropriations within the budget, 

OMB does not take an apportionment action specifically 
identifiable to intelligence activities. Nonetheless, all 


intelligence funds are reviewed by OMB prior to apportionment 
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of the larger appropriation within which they are in- 


cluded. 


One exception to this is the Central Intelligence Agency 
where OMB apportions all funds for this agency as a separate 
entity. | 

Second, reprogramming is handled somewhat differently. 

For a typical agency or department, reprogramming controls are 
based on line item identification in appropriations. Such 
identification is absent from most of the intelligence ap- 
propriations because of security considerations. I believe, 
however, that in spite of this difference, significant changes 
in the use of funds do not occur without our knowledge. In 
the various reviews in which OMB staff participates through- 
out the year, the intelligence agencies do report on signifi- 
cant changes in their activities and the financial changes 


to the President's budget. 


Finally, some transfers are made into certain in- 
telligence activities under provisions of the Economy Act 


(31 USC 686). This Act permits purchase of supplies and 
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service by one agency for another when it is more eco- 
nomical to do so. These transfers are not formally ap- 
proved by OMB. Again, there is no lack of OMB or, for 
that matter, Congressional knowledge of these trans- 
fers which are reflected in both budget submissions to 
OMB and budget justification material provided to the 


Congress. 


These distinctions in OMB practices with respect to 
execution do not, I believe, materially affect the way 
OMB approaches its responsibilities or the way the 
intelligence agencies carry out their responsibilities. 
I do not believe that the types of problems that are being 
investigated would have been prevented by changes in the 
way OMB has approached its responsibilities in execution 
of the Intelligence Community budget. In the final 
analysis, abuses of authority can be prevented only by 
ensuring the integrity and capability of the people in 


the Intelligence Community. 


On the other hand, it is certainly possible that some 
revisions in Intelligence Community budget execution may 
be appropriate. For this reason, I have directed that the 
OMB staff review the present practices, the options available 
for changes in these practices, and the advantages and dis- 


advantages of these alternative approaches. 
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OMB Management Role 
OMB's second major function is to work with Federal 


agencies in efforts toward better management. 


° This responsibility is carried out by assisting 
the Federal departments and agencies in the 
development of new management systems, such as 
management by objectives and studies of major 


policy issues and management problem areas. 


OMB monitors the management by objectives pro- 
gram with which you may be familiar. In this 
program, the objectives of the agencies and 
departments proposed in discussion with the 
OMB staff are actively monitored to ensure that 
important agency and Presidential objectives 


are being accomplished. 


These functions are applied to the Intelligence 
Community in the same way as the other Federal agencies 


and departments. OMB staff participate in numerous studies 
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and special reviews of intelligence activities. Director 
Colby has played an active role in the management-by-objectives 


process. 


OMB Legislative Coordination 


The final role of the Office of Management and Budget 
is to coordinate the Administration position on legislation. 
On behalf of the President, OMB works with other elements 
of the Executive Office of the President and with the 
agencies to carry out the President's legislative respon- 
Sibilities, including agency proposals, reports, testimony 


on pending legislation, and enrolled bills. 


The legislative coordination function has several 


purposes: 


It provides a mechanism for staffing out agency 
legislative proposals which the President may 


wish to include in his legislative program. 


It helps the Executive agencies develop draft 
bills which are consistent with and which carry 


out the President's policy objectives. 
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° [It is a means of keeping Congress informed 


(through the “advice” transmitted by the agen- 
cies) of the relationship of bills to the President's 


program. 


° It provides a mechanism for assuring that Congress 
gets coordinated and informative agency views on 


legislation which it has under consideration. 


° It assures that bills submitted to Congress by 
one Executive agency properly take into account 
the interests and concerns of other affected 
agencies and will therefore have the general 


support of such agencies. 


° It provides a means to reconcile divergent 


agency views. 


OMB's legislative coordination function with respect 
to legislation affecting intelligence activities is no 
different from that performed in any other area of 
Federal Government activity. For example, during the 
last year, OMB in conjunction with other elements of the 
Executive Office of the President and appropriate agencies 


has: 
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1. Coordinated the Exccutive Branch position on 
bills affecting the tenure of the Director of 
Central Intelligence and annuities under CIA's 


retirement plan. 


Z. Reviewed draft Department of Defense legislation 
affecting personnel in the Defense Intelligence 


Agency and the National Security Agency; and 


3. Initiated the legislative clearance process with 
respect to proposed legislation on the protection 


of intelligence sources and methods. 


Conclusions 


That is a brief overview of our role and the ways 
in which we work with the Intelligence Community. At 


this time I will be pleased to answer your questions. 
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